By using data on cross-border acquisitions (CBAs), this paper explores the dis- 
Introduction
Economists have long been concerned with the potential benefits and costs of international financial integration. In this context, foreign direct investment (FDI) is often seen as more beneficial to other forms of international capital flows as it tends more stable and less linked to short-term fluctuations on financial markets. More specifically, trade economists often distinguish between horizontal and vertical FDI that identify different benefits of multinational enterprises (MNEs) with plants in several countries. Specifically, horizontal FDI rests on a firms' desire to access a foreign market by replicating production abroad.
Vertical FDI relates to endowment seeking motives with firms breaking up the supply chain to take advantage of lower factor costs abroad. These different strategies are also thought to reflect the purported distribution of FDI between developed and developing countries.
Yet, while the distinction between different strategies pursued by MNEs is well-grounded in trade theory, there have been few attempts to directly observe the relative importance of horizontal and vertical FDI in the global economy. The main exception to this is Alfaro and Charlton (2009) . Using firm level data from established affiliates for the year 2005, their paper is important in that it (a) developed a methodology to directly distinguish between alternative modes of FDI and (b) highlighted that, particularly between developed countries, vertical FDI is far more common than has long been thought. However, Alfaro and Charlton (2009) restrict the classification to horizontal and vertical integration in the manufacturing sector and do not explicitly highlight the changes in the composition of these strategies across time. Earlier studies relying on foreign affiliates' data of US manufacturers to analyze the role of different strategies of multinational integration are Brainard (1997) and Carr et al. (2002) . A more recent example following this approach is Ramondo et al. (2014) . This paper follows a different strand of the literature that analyzes FDI through the lens of cross-border acquisitions (CBAs). Together with greenfield investment, CBAs constitute the main form of FDI and are a particularly important mode of entry into developed countries (Antràs and Yeaple, 2014, p.66) . However, acquisitions abroad tend to be more volatile and can, in some years, be more or less equal to the importance of greenfield investment and during some periods (e.g. around 2007) exceed it. As with greenfield investment, CBAs involve all sectors and-reflecting the distribution of FDI in general-occur predominantly between developed countries. Yet, the share of developing countries hosting foreign acquisitions (mainly from developed countries) has recently increased markedly from around 10 per cent of total activity in 1990 to around 40 per cent in 2011.
1 The key role of CBAs has been recognized in the recent FDI-literature (both theoretical and empirical) including Di Giovanni (2005) , Neary (2007) , Nocke and Yeaple (2007) , Head and Ries (2008) , Hijzen et al. (2008) , Coerdacier et al. (2009), and Erel et al. (2012) . We contribute to this literature by uncovering the empirical importance of horizontal and vertical FDI from CBAs across 31 source and 58 host countries, but also across time with the data covering the 1990 to 2011
period. This therefore adds an important dimension to papers such as Alfaro and Charlton (2009) and Ramondo et al. (2014) , which have analyzed horizontal and vertical FDI strategies with data confined to a cross-section, the manufacturing sector, and sometimes a single source country (typically the US). As such, our more comprehensive sample provides insights into how the different strategies that MNEs can pursue when acquiring established firms abroad vary across countries and time and what factors drive these differences.
The resulting distribution confirms some of the predictions of standard FDI theory. In particular, as expected from the discussion above, market size, but not wage (e.g. factor cost) differences matter for horizontal CBAs and vice versa for vertical CBAs. However, we also find that large parts of CBA activity do not fit into the conventional theories of multinational integration. In particular, even with a generous parametrization to determine vertical relatedness, more than 20 per cent of all deals are conglomerate, that is the acquiring and target firms neither share the same (horizontal) industry nor are they vertically linked through the supply chain (with a stricter benchmark, up to 40 per cent of CBAs are categorized as conglomerate). Since our CBA data come in form of a panel, they permit us to look at the development of the different FDI strategies across time, which gives rise to several observations that have, to our knowledge, not yet been made. Specifically, despite the pronounced wave-like fluctuations in overall FDI (and CBAs), the part attributable to horizontal and vertical strategies is less volatile than conglomerate CBAs, which seem to be driven by financial factors and react strongly to international valuation effects. Conversely, neither horizontal nor vertical CBAs appear to be significantly driven by valuation effects.
A number of new insights arise from these results. Most notably, while one of the 'attractive' features of FDI over other forms of capital flows is reportedly its lower volatility, this may be true for those parts that are associated with horizontal and vertical strategies, but less for conglomerate FDI. Furthermore, while economists have spent considerable effort in detailing the drivers (both theoretically and empirically) of horizontal and vertical FDI, more attention has to be directed at conglomerate strategies, which seem to account for a non-negligible part of global activity. The overall headline is that while it is important to understand the composition of international capital flows in gauging the effects of financial integration, it is equally important to account for the composition of different modes of FDI.
The paper is organized as follows. Section 2 reviews briefly the related literature. The method to distinguish horizontal, vertical, and conglomerate strategies from CBA data is outlined in Section 3 while Section 4 provides a descriptive overview of the resulting pattern of acquisition strategies. Section 5 outlines the empirical strategy allowing to connect the different forms of CBAs with established explanatory variables. Section 6 presents the results and explores the role of valuation effects upon conglomerate and other forms of CBAs. Section 7 summarizes and concludes.
CBAs as FDI: Related Literature
The literature on FDI is extensive with considerable emphasis on the distinction between horizontal and vertical strategies which relates to the potential drivers and effects of these two alternative forms of FDI. One stream of recent research has focused on CBAs as the mechanism via which firms establish control of affiliates in different locations and which is consistent with the observation that, in particular between developed countries, CBAs can account for a substantial proportion of FDI in any one year. Various theoretical and empirical contributions reflect the role of CBAs: Ries (2009), Neary (2007) , and Nocke and Yeaple (2007) represent theoretical contributions while empirical work includes contributions by Di Giovanni (2005) , Courdacier et al. (2010) , Hijzen et al. (2008) , and Erel et al. (2012) .
Reflecting the overall concern about FDI strategies, the empirical literature that employs CBA data has recognized the relevance of distinguishing between alternative forms of FDI, but the attempts to address it to date have been inadequate. In particular, studies have neither made an attempt to take directly into account the nature of vertical linkages between acquiring and target firms nor account for the potential significance of CBAs involving conglomerate deals. Hijzen et al. (2008, p.851) and Courdacier et al. (2009, p.69) have only considered the distinction between horizontal (defined as the 'same' industry) and 'non-horizontal' CBAs; they also ignore the fact that MNEs are often highly diversified companies in the sense of operating in more than one industry. Breinlich (2008) separates horizontal CBAs (also defined as the 'same' industry) with the remainder as 'conglomerate' that goes beyond industry boundaries but makes no reference to the vertical relatedness that characterizes links between or, at a broad industry aggregate, possibly also within industries.
Research in financial economics has also been guilty of this approach with diversifying CBAs accounted for by a dummy variable when involving acquisitions not in the same industry (see Erel et al., 2012) . We address the identification strategy below which-using near universal coverage of CBAs between 1990 and 2011-forms the basis for an assessment of the distribution of CBAs/FDI in the world economy and over time including the mergerwaves that have characterized this time period.
3 Distinguishing Horizontal, Vertical, and Conglomerate CBAs
Key to uncovering the distribution of the different strategies pursued by MNEs is to develop a methodology identifying the relationship between the parent firm and the foreign subsidiary where an investment takes place. To obtain an overview of the different strategies, we have extracted all cross-border acquisitions (CBAs) from Thomson Reuter's SDC Platinum Database, which claims to have recorded virtually all mergers and acquisition deals between companies around the world since 1990. 2 SDC Platinum reports the standard industry classification (SIC) codes of the acquiring and target, denoted here by, respectively, SIC α and SIC τ , which provides the basis to identify the horizontal and vertical linkages between the merging firms. 3 In particular, in case SIC α = SIC τ , a deal occurs between firms sharing the same industry-a characteristic feature of a horizontal strategy were MNEs replicate production stages in several countries.
However, even a detailed industry classification remains uninformative about the extent of vertical integration. To see why, note that a scenario where an acquisition occurs across industries, that is SIC α = SIC τ , does not automatically imply that firms are connected through the supply chain, since such a deal could also involve an acquirer and target that have, with respect to the industries in which they operate, nothing in common. To establish whether merging firms are vertically integrated necessitates additional information on the upstream and downstream linkages across industries. For this, we draw on the results of Fan and Lang (2000) as well as Fan and Goyal (2006) who-following earlier work of 2 SDC Platinum data has been used elsewhere in Rossi and Volpin (2004), Di Giovanni (2005) , Kessing et al. (2007) , Herger et al. (2008) , Hijzen et al. (2008) , Coerdacier et al. (2009 ), Erel et al. (2012 , and Garfinkel and Hankins (2011) to study various aspects of CBAs.
3 As with any classification system, SIC codes offer more or less aggregate levels to delimit industries ranging from a crude definition involving broad groups such as mining, manufacturing, or services at the one-digit level to a much more detailed classification encompassing around 1,500 primary economic activities at the four-digit level. To accurately identify investment strategies pursued by MNEs, we follow Alfaro and Charlton (2009) who advocate the use of a fairly disaggregated classification at the four-digit level. McGuckin (1991) and Matsusaka (1996) -have established the vertical relatedness for a matrix containing around 500 industries based on the upstream and downstream value flows between them. In particular, from US input-output tables, they have calculated a so-called coefficient of vertical relatedness, denoted here by V ατ , in terms of the fraction the input industry α contributes in added-value to the output of industry τ . 4 We match this coefficient of vertical relatedness with the four-digit SIC codes of the acquiring and target firm for each deal we extract from SDC Platinum. This methodology is similar to the one used in Alfaro and Charlton (2009) to classify the vertical relationship between plant level observations recorded in the WorldBase database as well as by Acemoglu et al. (2009) and Garfinkel and Hankins (2011) in addressing the factors that determine vertical integration. A classification of our CBA deals necessitates the specification of a cut-off value, denoted by V , above which industries would be deemed vertically related. Fan and Goyal (2006, pp.882-883 ) consider a cut-off of 1% as well as a stricter value of 5% whilst Alfaro and Charleton (2009) and Acemoglu et al. (2009) use 5% and 10% to define vertical relatedness. Garfinkel and Hankins (2011) consider only the relatively low 1% cut-off level. Our baseline results will draw on the intermediate value of 5%. However, to trace out the effect on the distribution of different FDI strategies, as robustness checks, the results will be replicated with the alternative cut-off values.
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Another challenge in determining horizontal and vertical strategies is that firms in general, and MNEs in particular, often operate in several industries. In our sample, the acquiring firms are more diversified than the target firms in terms of reporting, on average, activity in around three and around two industries, respectively. Therefore, although the SDC database reports a primary SIC, we cannot be sure that, say, the absence of an overlap between these (primary) codes rules out a horizontal relationship, since a replication of production activities could also occur with some other industry segment of a diversified firm. To account for this, we have searched for horizontal and vertical connections between all permutations of the up to 6 different SIC codes reported for each deal by SDC Platinum. 6 Taken together, as with Alfaro and Charlton (2009) , comparing the industries as well as drawing on the vertical relatedness between the acquiring and target firm provides a direct way to identify the importance of alternative strategies of multinational integration. Specifically, denoting the up to 6 industries of the acquiring firm with ρ = {1, 2, 3, 4, 5, 6} and the industries of the target firm with σ = {1, 2, 3, 4, 5, 6}, gives rise to up to 36 pairs to establish a horizontal, that is SIC The US input-output tables are updated every 5 years to account for industrial and technological changes. However, Fan and Goyal (2006, p.882) find that the usage of input-output tables of different years has only a modest impact upon their results. Hence, we assume that these vertical relatedness coefficients hold over time which is consistent with the recent work of Alfaro and Chen (2012) . Furthermore, using US inputoutput tables to define the vertical relatedness for a worldwide sample of MNEs, as is also done in Acemoglu et al. (2009) , raises another issue whether this accurately reflects the technological conditions around the globe. To account for this, the sensitivity analysis of the results of Section 6 contains a robustness check with a sub-sample involving only US MNEs.
5 Within a given supply chain, vertical relatedness can arise due to commodity flows with upstream v u ατ and/or downstream v d ατ activities. Following Fan and Goyal (2006, p.881) , in our baseline scenario, no distinction will be made between these cases in the sense that the maximum value determines the coefficient of vertical relatedness, that is Vατ = max(v u ατ , v d ατ ) 6 Another possibility to avoid the pitfalls when MNEs operate in several industries is to focus on CBA deals where both the acquirer and target firm report only one SIC code. However, this sub-sample includes less than 20 per cent of all deals and will, hence, only be considered for our sensitivity analysis in Section 6.
following strategies:
• Pure Horizontal, that is deals where the firms share at least one pair of the same four-digit SIC code, but are never vertically related;
• Pure Vertical, that is deals where the acquirer and target operate in different industries, but share at least one pair of SIC codes exceeding the threshold value defining vertical relatedness;
• Pure Conglomerate, where, across all the 36 possible combinations of SIC codes, a deal involves firms that neither share the same industries nor are vertically-related; and a
• Residual (Complex), where it is not clear whether a deal is driven by a horizontal or vertical motive (or both). Table 1 summarizes the definition of the various FDI strategies that can be identified by means of our CBA data. 
Replication of production by acquiring a foreign facility in the same industry and on the same stage of the supplychain.
Pure Vertical
Fragmentation of production by acquiring a foreign facility in a different industry and production stage but located within the same value-chain.
Pure Conglomerate
The merging firms are neither horizontally related through sharing the same industry nor are they vertically connected through the supply-chain.
Cases where either the classification is unclear (or the MNE pursues a complex strategy).
Inevitably, the definition of horizontal and vertical strategies is not always unambiguous as the classification depends on the cut-off value of vertical relatedness or the level of detail of the SIC codes as discussed above. Furthermore, aside from the established pure horizontal and vertical group, two additional cases arise. The first is pure conglomerate acquisitions in which, across the potential 36 combinations of four-digit SICs, no horizontal or vertical relationship is found. While this strategy has been noticed in the finance literature, it has by and large been ignored in the economic analysis of FDI and, as mentioned above, never been characterized beyond the crude criterion of firms operating outside the same industry. Secondly, since our classification method looks for industrial connections across multiple combinations of SIC codes reported by the acquiring and target firm, deals can also exhibit both, a horizontal and a vertical relationship. This 'non-pure' case does not lend itself to a straightforward interpretation. In particular, though Yeaple (2003) has developed a theory of so-called 'complex FDI', where MNEs are thought to pursue a combination of horizontal and vertical strategies, other interpretations where overlaps reflect e.g. a classification issue are also conceivable. To indicate that we remain agnostic about the exact interpretation of 'non-pure' CBAs, we prefer to refer to this group as a 'residual'. In any case, our residual (complex) group is less of a concern since the results below focus on the 'pure' horizontal, vertical, and conglomerate strategies that lend themselves to a relatively clear interpretation. well as the econometric analysis of Sections 5 and 6, focus on the number of observed deals rather than their value. This is because in more than half of the cases, the deal value has not been disclosed by the merging companies 8 , so the coverage of the number of observed deals is much more complete. However, the number of deals follows by and large the observed pattern of the value data (Hijzen et al., 2008, pp.852ff; Erel et al., 2012 .
Our sample includes all deals by MNEs headquartered in one of the 31 source countries 9 listed in the data appendix. These source countries account for more than 95 per cent of all deals reported in SDC during the period under consideration. The left column of the top panel of Considering deals between single business firms discussed in footnote 6 eliminates again the contingency of finding acquisitions meeting both criteria defining horizontal and vertical integration.
8 See also Di Giovanni (2005, p.134) . 9 The country where a MNE is headquartered is here considered to be the ultimate source country reported in SDC. This might matter when acquisitions occur through complex ownership chains. However, in around 80 per cent of the deals in our sample, the immediate and ultimate source country are identical. developed countries in the developing world make up another 20 per cent or so. Acquisitions by developing countries are only a small fraction of the entire sample.
Following the classification procedure outlined in Section 3, Table 3 shows the distribution of CBA deals in our sample across the different FDI strategies. Our sample suggests that the proportion of horizontal and vertical motives when MNEs integrate foreign affiliates depends crucially on the cut-off value V defining vertical relatedness. In particular, with a relatively strict value of 10%, horizontal deals dominate. The opposite result arises when considering a cut-off of 1%, where 55 per cent of all deals are considered to be vertical, which coincides with the proportion reported by Garfinkel and Hankins (2011, p.520 ) for a sample with US multinationals. The shifts in the empirical importance of strategies across different values of V underscores the need to consider, as a sensitivity check, alternatives to the 5% cut-off value.
Regardless of the criterion to define vertical relatedness, Table 3 shows that horizontal and vertical strategies account only for roughly one half of the deals in our sample of CBAs. In particular, even when using a lenient 1% cut-off for V , about one fifth of the deals are still considered to be conglomerate with much higher proportions arising with stricter values:
with the 10% cut-off, the proportion of vertical deals falls while conglomerate deals account for over 40 per cent of the total sample of CBAs. To our knowledge, the FDI literature has by and large ignored the possibility that a considerable proportion of MNEs could pursue conglomerate strategies when investing abroad. As shown in Figure 1 , our sample covers all sectors. However, since important parts of the literature on FDI have only looked at manufacturing, it is worthwhile to report how our CBAs, and the resulting characterization of alternative strategies (defined here with V = 5%), are distributed within this specific sector. In particular, for the 1990 to 2011 period, Table 4 separates out CBAs within the manufacturing sector, defined as deals where the acquiring and target firms' primary SIC code are between 2000 and 3999. Of note, though manufacturing has been the focus of some empirical studies into FDI strategies (e.g. Carr et al., 2001; Alfaro and Charlton, 2009) , it accounts only for around one fourth of all CBA deals. Based on the definitions of Section 3, the following discussion compares the geographica and sectoral distribution of the pure strategies encapsulated in the full sample of CBAs.
As regards the group of pure horizontal deals, Table 2 reports the corresponding top-ten source and host countries. Compared with the full sample, the ranking changes barely with pure horizontal CBAs involving again mainly large developed countries. The main exceptions are that Japan is replaced by Italy and China by Sweden in the list of, respectively, the 10 most important source and host countries. Within the context of the theoretical literature on the MNE, this dominance of large and developed countries is perhaps not surprising since horizontal strategies are primarily thought to be market-access seeking meaning that countries with similar factor endowments and large domestic markets ought to be the main target for multinational integration.
With the surface of the markers representing again the weight relative to the total number of deals, Figure 2 displays the industrial composition of CBAs classified according to the method of Section 3 as 'pure horizontal'. Intuitively, almost all of these deals lie on the diagonal; that is they are intra-industry in terms of occurring between firms sharing the same two-digit primary SIC code. Though horizontal deals off the main diagonal can arise since the overlapping industries could also involve business segments that are not the primary activity of an acquiring or target firm, within the current sample, this scenario is empirically unimportant. In manufacturing, horizontal deals within food production (SIC 20), chemical products (SIC 28), measurement and precision instruments (SIC 38), commercial machinery (SIC 35), and electrical equipment (SIC 36) are the most important. Though the manufacturing sector accounts for around 25 per cent of horizontal CBAs (see Table 4 ), this strategy is also pursued elsewhere. In particular, a substantial amount of acquisitions, where firms replicate activities abroad, arises also with business services (SIC 73), engineering and accounting firms (SIC 87), and hotels (SIC 70) in the services sector, depository banks (SIC 60) and insurance carriers (SIC 63) in finance, wholesaling (SIC 50, 51) in the distribution sector, electric, gas and sanitary services (SIC 49) in the transportation and public utilities sector, or oil and gas extraction (SIC 13) in the primary sector.
Less consistent with conventional theories of the MNE is that, as shown in Table 2 , economically developed source and host countries dominate in CBAs involving acquiring and target firms that operate on different stages of the same supply chain. In contrast to this, theories about vertical integration such as that of Helpman (1984) suggest such CBAs to be driven by the desire to exploit relative endowment differences and, hence, should mainly involve host countries with different factor endowments and lower wage cost. By and large, the top-ten hosts for vertical deals reported in Table 2 do not fall into the group of low-wage countries. The only exception is China that might attract deals motivated by the desire to outsource labor intensive production stages. Furthermore, similar to the overall sample, the breakdown in the bottom panel of Table 2 reveals that regardless the development stage of the involved countries, around one fourth of all deals are classified as vertical (defined with V = 5%). This confirms the observation of Alfaro and Charlton (2009) that substantial parts of FDI between developed countries are driven by a vertical strategy. Finally, Table   4 shows that, similar to the overall sample, around one fourth of vertical CBAs occurred in the manufacturing sector. Figure 3 depicts the industrial composition of the deals classified as pure vertical using again the 5% cut-off level. Though, compared with horizontal CBAs, the markers are slightly more dispersed, the bulk of deals involving firms that operate on different stages of the same supply chain still lies on the main diagonal marked by the bold circles representing and holding companies (SIC 67) in the finance industry.
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As noted above, most of the FDI literature has focused on the distinction between horizontal and vertical FDI whereas conglomerate strategies rarely draw attention. In contrast, against the background of an alleged conglomerate domestic merger wave in the US during the 1960s and 1970s (see e.g. Matsusaka, 1996) , the possibility of diversifying mergers and acquisitions has received more attention in the finance and industrial organization literature. Instead of exploiting synergies between industries when replicating production processes in several locations or outsourcing production stages to low wage countries, financial frictions (e.g. Williamson, 1970) or corporate governance problems manifesting themselves in principalagent issues between shareholders and management (e.g. Amihud and Lev, 1981; Williamson 1981 Mueller, 1969) provide, arguably, motives for conglomerate mergers and acquisitions. When analyzing the empirical distribution of CBAs, as far as we are aware, financial and corporate governance motives have by and large been neglected. Exceptions to this include Rossi and Volpin (2004) , who suggest that acquisitions involve often host countries with poorer shareholder protection than the source country and, hence provide a vehicle to export high corporate governance standards. Furthermore, Erel et al. (2012) suggest that CBAs can be a reflection of financial arbitrage arising in incompletely integrated capital markets (see also Baker et al., 2008) . However, neither of these papers suggest that corporate governance or valuation effects could be particularly relevant to explain conglomerate CBAs.
Recall from Table 3 that a substantial number of our CBA deals appear to be conglomerate in nature. Furthermore, the breakdown in Table 2 suggests that acquiring and target firms in developed countries account again for around 75 per cent of all conglomerate deals. Using the method of Section 3 with the 5 % value for V , Figure 4 displays the industrial composition of the more than 58,000 deals classified as pure conglomerate. In general, compared with horizontal and vertical CBAs, the resulting pattern exhibits more dispersion across different sectors and industries and involves substantial inter-industry activity. This is perhaps not surprising since the distinctive feature of conglomerate strategies is diversification in terms of combining firms that operate in entirely different industries. Compared with the previous figures, another obvious difference is that many conglomerate deals involve the finance sector.
Specifically, more than 40 per cent of the firms making a conglomerate acquisition affiliated themselves primarily to this sector. With a corresponding fraction of 20 per cent, particularly dominant are holdings and investment offices (SIC 67) as an acquirer with targets located across all sectors. These deals are undertaken by private equity firms, investor groups, asset management firms, etc. Berkshire Hathaway would be a well-known example for this case with ownership (or part ownership) in a broad range of activities including confectionary, clothing, transport, retail, the food industry, gas and electrical utilities among many others.
With a fraction of slightly more than 10 per cent, conglomerate deals occur less commonly within manufacturing (see Table 4 ). However, conglomerate deals with an acquiring firm that is primarily affiliated to the manufacturing sector can, for example, be found in substantial numbers with highly diversified industrial conglomerates such as Siemens, Mitsubishi, or
General Electric (GE). The latter operates e.g. across activities as diverse as aircraft, oil and gas, household appliances, and healthcare. crisis. Within the present context, it is perhaps worth noting that the observed international merger waves are unlikely to be driven by the determinants commonly associated with horizontal or vertical strategies. The reason is that variables such as market size or differences in factor cost change gradually rather than exhibiting dramatic upsurges that come to an abrupt end. shows that horizontal and vertical FDI have been relatively constant over the whole period. There were less than 1000 horizontal deals per year at the beginning of the 1990s and the corresponding number stood at around 1500 deals at the end of the sample period. Vertical deals grew from around 1000 per year to around 2500 during the period under consideration. Conversely, conglomerate acquisitions tripled from around 1000 deals to around 3000 deals. Also, conglomerate CBAs contributed more to each merger wave.
In particular, at the end of the 1990s, they increased to more than 4000 deals per year and reached an even higher peak in 2007 with almost 4500 deals. An equivalent growth and subsequent collapse did not arise with horizontal and vertical acquisitions. Finally, during the period under consideration, the importance of the developing world within the international market for corporate control has increased noticeably. In particular, Figure 5 shows a clear upward trend in the percentage of CBAs where the host was a developing country.
5 Econometric Strategy: Location Choice and the International Market for Corporate Control
Background
As discussed above, in particular between developed countries, CBAs are by far the most common form of FDI and the data on the corresponding deals-that are henceforth indexed with i = 1, . . . , N -are available on an almost universal basis. Also, the acquisition of a foreign firm can be seen as an event uncovering a location choice. To formalize such choices, Head and Ries (2008) model FDI as an outcome of the (international) market for corporate control. Specifically, to be able to outpay potential rivals during a bidding contest in year t, an acquiring MNE headquartered in source country s should derive the highest value ν i sh,t from taking over a target firm in host country h. This implies that the probability of a CBA deal between a given source and host country follows an extreme value distribution, such as the multinomial logit distribution used in Head and Ries (2008) , to identify the MNE with the highest ability to pay (see also Hijzen et al., 2008, p.857) . Hence, as shown in this section, modelling FDI as an outcome of the market for corporate control connects naturally with the conditional logit framework that is commonly used to empirically study the firms' location choice problem (see e.g. Guimarães et al., 2003) .
Assume that the value v i sh,t that an MNE headquartered in source country s can obtain from a CBA deal i in year t with a target firm located in host country h depends, among other things, on a set of variables x sh,t according to the equation
where β are coefficients measuring the direction and magnitude of the impact. Here, i sh,t is a deal specific error term, to be specified below, that accounts for the stochastic uncertainty when an MNE gauges the future value of acquiring a foreign firm. To accommodate for panel data, (1) includes a full set of constants pertaining to the firms involved in a given deal δ i , source country δ s , host country δ h , and year δ t .
To reflect the differences between investment strategies, x sh,t includes variables associated with the motives for horizontal and vertical integration. Here, the real GDP of the host country is used to capture the market access motive. For CBAs driven by a horizontal strategy, GDP is expected to produce a positive sign.
11 Conversely, differences in the cost and endowment of production factors such as labor provide the determinant associated with vertical strategies. To capture this, Carr et al. (2001) employ international skill differences measured by an index of occupational categories. Arguably, this approach suffers from several caveats. Firstly, the sign reversals between cases where the source or host country is skill abundant make it difficult to interpret the coefficient of international skill differences (Blonigen et al., 2003) . Secondly, national idiosyncrasies in labor market regulations, taxation, or social security contributions could drive a wedge between factor endowments and the factor costs that, ultimately, affect an MNEs decision to relocate a production stage. Based on this observation, Braconier et al. (2005, pp.451ff.) connect vertical FDI directly with international wage differences between skilled and unskilled labor. Thereto, they draw on the Prices and Earnings data of UBS (various years) which provides a unique survey of the salaries of various professions in the capital city or the financial center of a large number of countries. Following Braconier et al. (2005, pp.451ff.) , for each host country, we have calculated the skilled wage premium SW P by taking the ratio between the wage of a skilled profession-taken to be engineers-and an unskilled profession-taken to be a toolmaker in the metal industry. A high value of SW P indicates that skilled labor is relatively scarce and, in turn, expensive compared with unskilled labor. For vertical deals, SW P is expected to have a positive effect indicating that countries with relatively cheap unskilled labor lend themselves to hosting labor intensive stages of the supply chain.
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The following variables are conventionally used to control for other determinants affecting a MNEs' desire to acquire a foreign subsidiary. Since it is arguably less costly to monitor affiliates in nearby countries (Head and Ries, 2008) , geographic proximity, measured by the DIST AN CE between capital cities, and cultural proximity, measured by common LAN GU AGE dummy variable, are thought to foster CBAs. Furthermore, trade cost and regional economic integration also matter though the corresponding effect is ambiguous. In particular, a reduction in trade barriers increases the scope to serve a market by exports instead of local production, and hence undermines (horizontal) CBAs, whilst economic integration facilitates the fragmentation of a production process and ship intermediate goods across the border, which would foster (vertical) CBAs (see Hijzen et al., 2008) . We control for such effects by introducing a dummy variable for country-pairs located within the same customs union (CU ) as well as a measure of T RADE F REEDOM within a given host country to proxy for the existence of formal and informal trade barriers. The political and legal environment matters in the sense that MNEs are probably reluctant to invest in countries with weak property rights for foreign investors, which is measured by an index on
Aside from the quality of formal rules protecting foreign investors, their enforcement might also matter. Wei (2000) finds indeed evidence that endemic CORRU P T ION deters FDI.
13 High CORP ORAT E T AXES in the host country market size. However, since our specification includes a source country dummy variable δs absorbing the effect of the home market size, employing the sum of the GDP between of the source and host country yields an identical coefficient estimate. 12 UBS (various years) also reports an index summarizing the labor cost across all 13 surveyed professions. This W AGE IN DEX will be used as robustness check when testing the nexus between labor cost and vertical CBAs in Section 6.
13 In general, the empirical literature has related FDI to a large number of so-called institutional quality variables. However, most of these dimensions are closely correlated (Daude and Stein, 2007, pp.321ff.) and seem to measure similar effects of whether or not a country has put in place economic, legal, or political relative to the source country could deter CBAs. The real EXCHAN GE RAT E affects the relative price of a foreign acquisition (Froot and Stein, 1991) . In particular, the cost of a CBA increase with the relative value of the host country currency meaning that the expected effect is negative. Finally, the period under consideration has witnessed the creation of the EU RO zone, for which we control with a dummy variable (compare Coerdacier et al., 2009 ). The data appendix contains an overview and a detailed description of all variables.
Since the possibility of diversification is largely ignored in the international economics literature, we are more agnostic about the theoretical priors for the determinants when considering their impact on conglomerate acquisitions. For example, economic integration or improving institutional quality could facilitate the acquisition of foreign subsidiaries, but also eliminate some of the frictions creating arbitrage opportunities for MNEs. Likewise, economically large countries have more firms providing cross-border arbitrage opportunities, but also imply that MNEs making an acquisition must compete with more domestic firms with better access to information about the local economic and political conditions. Furthermore, as noted in Section 4, financial firms that are often located in financial centers with an abundant supply of skilled labor are dominant acquirers in conglomerate CBAs. However, to uncover evidence on the conjecture that financial arbitrage is a particularly important motive for conglomerate CBAs, we will follow the work of Erel et al. (2012) in the finance literature, which employs the difference of the country-level market-equity-to-book-equity value ratio-or in short market-to-book ratio (M tB)-between source and host country.
The expectation is that this yields a positive effect on CBAs, since a higher valuation of the source country companies puts them into the position to outpay foreign rivals when bidding for a target firm abroad. Differences in valuation can arguably arise from two sources. A first component, denoted by M tB m , reflects mis-pricing arising from errors in the valuation as suggested by Shleifer and Vishny (2003) . A second unexpected component, denoted by M tB w , reflects surprising developments that should come from real wealth effects featuring in Froot and Stein (1991) . To calculate these different components, we follow the method of Baker et al. (2008) who regress the current M tB onto the future stock market returns (see also Erel et al., 2012) . 14 The corresponding fitted value determines M tB m whilst the residual determines M tB w . Finally, to uncover the empirical role of corporate governance, Erel et al. (2012) and Rossi and Volpin (2004) use the difference of a SHAREHOLDER RIGHT S index between the source and host country. The effect is positive when CBAs tend to involve source countries with better corporate governance standards than the host country.
Location Choices in a Conditional Logit Framework
Equation (1) forms the basis for our empirical strategy. However, only scant data is available on the expected value ν i sh,t of an acquisition. Though the price paid for a target firm could provide a proxy for ν i sh,t , in more than half of the deals, such information has not been mechanisms protecting investors.
14 The resulting regression equation equals M tBt = 2.194 − 0.048F R t+1 (R 2 = 0.42) where F R denotes the future stock market return. With t-values of, respectively, 11.66 and 2.71 both coefficients are significant at any conventionally used level of rejection. Estimation occurred with panel data and fixed effects for 18 countries. Extending the future stock returns to t + 1 and t + 2 leaves the results largely unchanged.
reported to SDC Platinum (Di Giovanni, 2005, p.134) . Instead, the observation of Head and Ries (2008) that acquisitions encapsulate a location choice within the market for corporate control can be used to avoid this missing data problem. Indeed, insofar as a CBA deal identifies the MNE of source country s deriving the highest expected value ν i sht of investing in host country h in year t, this implies that
where s , h , t denote the choice set of, respectively, alternative source countries, host countries, or years to invest. Hence, location choices d sh,t constitute an almost universally observed variable to uncover the impact of the set of explanatory variables x sh,t upon CBAs.
Econometric models that are capable to handle discrete choices include the conditional logit model, where d i sh,t of (2) is the dependent variable (see e.g. Guimarães et al., 2003) . Consistent with the theoretical framework of Head and Ries (2008) , conditional logit models draw on the notion that a CBA identifies the MNE with the highest bid ν i sht implying that the stochastic component sh,t of (1) follows a (type I) extreme value distribution. Within the present context, the probability P sh,t of an acquisition involving source country s and host country h during year t is then of the multinomial logit form, that is
Owing to the exponential form of (3), all components δ i , δ s and δ t that are specific to, respectively, a deal i, source country s, or year t drop out. Thus, only variables enter x sh,t that differ across alternative host countries h. The joint distribution over all deals i, source countries s, host countries h, and years t under consideration defines the log likelihood function ln
. A symmetric treatment of deals implies that P i sh,t = P sh,t , such that n sh,t can be factored out, that is ln
from which the coefficients β can be estimated.
According to Guimarães et al. (2003) , a drawback of the conditional logit model is that the estimation of (4) is unpractical when a large number of firms can choose to locate activities in a large number of countries. Indeed, since our sample contains tens of thousands of CBA deals which uncover the discrete choice from dozens of potential host countries, the estimation of a conditional logit model would be burdensome, since it requires the handling of a dataset with millions of observations.
15
15 Specifically, the number of observations is given by the product between the total number of deals N
Empirical Implementation via the Poisson Regression
To avoid the caveats of the conditional logit model, the count variable n sh,t containing the number of deals between source s and host country h during year t can be used as the dependent variable instead of the discrete choice indicator d et al., 2003) . Basic count regressions impose a Poisson distribution on n sh,t , that is
where λ sh,t is the Poisson parameter. Count distributions give rise to a preponderance of zero-valued observations that account naturally for the fact that more than 50 per cent of source-host country pairs in our sample did not witness a CBA deal during a given year.
Furthermore, since a number n sh,t of acquisition events cannot adopt a negative value,
Poisson regressions employ an exponential mean transformation to connect the Poisson parameter with the explanatory variables. For the present case with panel data containing x sh,t as explanatory variables and the source country δ s , host country δ h , and year δ t specific constants, this yields
Here, α s,t = exp(δ s + δ t ) absorbs the heterogeneity between pairs of source countries s and years t. As shown by Guimarães et al. (2003) , specifying α s,t as fixed effect and conditioning this out of the joint distribution of (6) and (5) over all source countries s, host countries h, and years t yields the (concentrated) log likelihood function
Since this differs from (4) only as regards the constant C, the estimates of the coefficients β of such a panel Poisson regression are identical to those of the conditional logit model (Guimarães et al., 2003) . 16 Aside from controlling for unobserved heterogeneity, employing a fixed effects Poisson regression produces, here, the desired equivalence with the coefficient estimates of the conditional logit model (4). Crucially, the source country and year-specific constants contained in α s,t have to be treated as fixed effects in (6) and conditioned out to produce the overlap between (4) and (7). Conversely, the constant δ h pertaining to the specific conditions in the host country appear as dummy variables in the fixed effects
Poisson regression. Reiterating the point made at the end of Section 5.2, the key advantage of using a Poisson regression rather than the conditional logit model to estimate β is that the aggregation of CBA deals into a count variable n sh,t results in a dramatic reduction of the number of observations required for estimation.
and the set of host countries H. 16 A derivation of this result is made available on request.
Owing to different asymptotic assumptions, the overlap between the conditional logit model and the Poisson count regression does not extend to the estimated standard deviations of β.
A discussion of this can be found in Schmidheiny and Brülhart (2011, p.219) . They show that clustering at the group level produces identical standard errors that can be estimated by block-wise bootstrapping, that is taking draws from blocks defined by α st .
It is well known that the coefficients β of a (nonlinear) Poisson regression are not an estimate for the marginal effect. Rather, uncovering the marginal effect of a given variable x k sh,t upon the expected number E[n sh,t ] of CBAs warrants the calculation the elasticity η sh,t . In general, for the Poisson regression, the elasticity equals η sh,t = β x k sh,t , which differs across observations of x k sh,t . To facilitate the interpretation of our coefficients, all variables will be transformed into deviations from their average values, that is x sh,t = x sh,t /x sh,t such that the value of β reports directly the elasticity of the Poisson regression calculated at the average conditions where x k sh,t = 1.
Results
Based on the empirical strategy of Section 5, columns (1) to (4) of Table 5 report the results of Poisson regressions upon the number n sh,t of CBAs between pairs of source and host countries during a given year. Column (1) uses the full sample of CBAs whilst, for the 5% value of V , columns (2) to (4) contain only the number of deals associated with, respectively, the pure horizontal, vertical, and conglomerate acquisition strategies defined in source s and 58 host h countries listed in the data appendix. All specifications include the fixed effects α s,t and a full set of host-country dummy variables δ h . Note that with these, the interpretation of the coefficients relate to the importance of the variables beyond what is captured by the conditions that are specific to countries or certain years. This mitigates against finding spurious connections related e.g. to the observation of Table 2 that CBAs are concentrated in large and developed countries. Hence, without dummy variables, a close correlation between CBAs and economic size (GDP ) might just indicate that large countries have, of course, a large number of potential acquiring and target firms.
Column (1) of Table 5 contains the results using all CBAs as the dependent variable. In total, across all sectors, the common sample includes 126,481 deals. Recall that the interpretation of the coefficients is not straightforward when their theoretical effect changes within a sample where CBAs are driven by various investment strategies. For example, SKP , but not GDP , has a significant effect which would be consistent with vertical rather than horizontal motives for multinational integration. Likewise, the significantly positive impact of customs unions (CU) suggest that, across all deals, economic integration leads to more foreign acquisitions, which is again consistent with a vertical strategy where the MNE exploits the possibility to ship goods between the different plants of a geographically fragmented supply chain. All explanatory variables have been transformed into deviations from their mean. Hence, the coefficient estimates represent an elasticity, that is the percentage change of n sh,t when an explanatory variable, at its average value, changes by one per cent. The 5% cut-off level is used for V to define FDI strategies. The data cover a common sample of CBAs for the 1995 to 2010 period and include observations from 31 source and 58 host countries. Furthermore, #cba is the number of deals, #obs is the number of observations, and ln L the value of the log likelihood function. Block bootstrapped robust standard errors are reported in parantheses; 100 replications (blocks defined by α st ). * Significant at the 10% level; ** Significant at the 5% level; *** Significant at the 1% level.
Aside from T RADE F REEDOM and IN V EST M EN T COST , the other variables are
significant with plausible effects in the sense that an MNE is more likely to acquire a firm in nearby host countries, that share a common language and currency, have low levels of corporate taxation and corruption, and a cheap currency.
The differences in significance of the explanatory variables provide us with a "plausibility check" of our method to disentangle the various acquisition strategies from CBA deals.
In particular, the theoretical literature ties horizontal strategies with the MNEs' desire to access markets whilst vertical strategies are thought to encapsulate the desire to outsource production stages to low wage countries. This divergent effect lies clearly in evidence when comparing the results of columns (2) and (3) of Table 5 . In particular, column (2) with horizontal CBAs gives rise to a highly significant entry of GDP , but an insignificant entry of SW P , whilst, as expected, the converse situation arises in column (3) with vertical deals.
The coefficients of Table 5 provide direct evidence that the differences between horizontal and vertical CBAs stipulated by established theories of the MNE manifest themselves in the data.
While not central to our focus here, we briefly note that some of the other variables vary across different categories. For example, conglomerate acquisitions are relatively sensitive to corporate taxes; customs and currency unions appear to have a differential effect depending on the acquisition strategy.
The differential impact of market size and the factor endowment difference variable on horizontal and vertical CBAs turns out to be robust to several modifications of the results of columns (2) and (3) of Table 5 . Firstly, though Table 3 of Section 4 gave rise to a substantial shift in the proportion of horizontal and vertical deals when lowering the cut-off value V to 1%, this yields again coefficients that are consistent with the theoretical priors. Conversely, with the 10% cut-off for V , SW P also significantly affects deals classified to be horizontal. This could suggest that the 10% cut-off to define vertical relatedness is too strict implying that some deals are classified as horizontal even though the acquiring and target firm are connected through the supply chain. Secondly, as mentioned in Section 3, deals between firms operating only in one industry, where ambiguities of finding multiple horizontal or vertical overlaps cannot arise, account only for a small fraction of the sample.
In particular, in the 4,349 horizontal deals involving single industry firms, the market size effect is again significantly positive whilst the effect of the skilled wage premium (SW P ) is insignificant. Conversely, both effects are insignificant for the case of vertical deals between single industry firms. The reason might be that this group only contains 1,462 deals or less than 5 per cent of all vertical deals included in column (3) of Table 5 . Thirdly, further to the discussion of Section 3, we have also distinguished between cases where vertical integration arises with the upstream and downstream stages of the supply chain. Again, a significantly negative effect on the SKP but not on the market size variable arises regardless whether a forward or backward vertical integration is considered. Fourthly, the key distinction between horizontal and vertical CBAs holds also when we consider the somewhat broader defined W AGE IN DEX to reflect international differences in labor cost. For the sake of brevity, the results of these sensitivity checks are not reported here, but are available on request.
As discussed above, the empirical literature on FDI has primarily focused on US MNEs and/or the manufacturing sector, which provides, arguably, the background for theories on horizontal and vertical FDI. Although a smaller sample inevitably ignores a large number of deals and reduces the heterogeneity 18 in the data, columns (5) to (8) of Table 5 follow this literature by replicating our results for US acquisitions and target and acquiring firms in the manufacturing sector (defined as primary SIC code = 2000 -3999). This confirms our key finding. 19 In particular, market size (GDP ) impacts exclusively upon horizontal deals, whilst international wage differences (SKP ) matter only for vertical deals. For column (5) covering all strategies of multinational integration, a crucial difference to column (1) is that both GDP and SW P are significant. It is perhaps not surprising that the industrial motives embodied in market size and factor cost considerations apply more prominently to the manufacturing sector.
Considering different samples did not overturn the essence of our results. In particular, the further robustness checks pertain to a sample containing only deals with US firms as acquirer or target, to reflect that the technology inherent in the input-output tables defining vertical relatedness in Section 3 refers to the US. As regards the distinction between developed (high income) and developing (low and middle income) countries mentioned in Section 3, intuitive differences arise. Specifically, with deals within the developed world, which account for around 75 per cent of all activity, there is no longer a significant impact of international wage differences upon vertical CBAs. This is perhaps not surprising since outsourcing labor intensive production stages typically involves developing countries and emerging markets where wages are low. Contemplating deals from developed to developing countries confirmed this. Finally, as regards foreign acquisitions, China might be special case in the sense that a joint venture component is traditionally required in foreign investment. However, excluding the corresponding observations from the sample barely changed the coefficient estimates.
For the sake of brevity, the results of these sensitivity checks are not reported here, but are available on request. Table 6 adds explanatory variables measuring the differences in market-to-book (M tB) ratios between source and host country to reflect the possibility of financial arbitrage considered by Erel et al. (2012) , and the differences in SHAREHOLDER RIGHT S to reflect the governance motive of CBAs considered by Rossi and Volpin (2004) . Recall that the market-to-book ratio was split into a component measuring mis-valuation (M tB m ) and a component measuring a relative wealth effect (M tB w ). The corresponding data are only available for 18 countries (Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Hong Kong, Italy, Japan, Netherlands, Norway, Singapore, Spain, Sweden, United Kingdom, United States). Hence, the sample with which we can test the financial arbitrage and governance motive contains only about one fifth of the observations used to calculate group. However, in case of considering the 5 per cent value for V , the impact of GDP was insignificant whilst SW P gave rise to a significant coefficient. However, this result was not robust to considering different cut-off values (V ), which, perhaps, underscores the non-pure nature of these deals combining horizontal and/or vertical elements. 18 In particular, due to the lack of heterogeneity, the variables CU and EU RO drop out. 19 The same can also be said when contemplating the results for the manufacturing sector across all source countries in our sample. the results of Table 5 above. Nevertheless, aside from the lower significance of some coefficients that can be attributed to the reduced heterogeneity within a sample containing only developed countries, the impact of the common variables between the Table 5 and Table 6 is by and large similar. One notable difference is that a slightly significant effect arises with the SW P with horizontal CBAs in column 2 of Table 5 . However, when considering the 1% benchmark for V , which is a stricter criterion to identify horizontal deals, the significant effect of GDP and insignificant effect of SW P arises concurring with the theoretical prior.
The results of column (1) of Table 6 suggest that mis-valuation (M tB w ) impacts significantly upon the number of CBAs. Within the spirit of finance driven acquisitions proposed by Shleifer and Vishny (1993) , aside from the conventional economic and geographical variables introduced above, CBAs can apparently also reflect the desire to exploit the relative undervaluation of target firms abroad. Contemplating the differences between columns (2) to (4), it is perhaps not surprising that a statistically significant effect of M tB m arises only with conglomerate deals, where the coefficient, with an elasticity above one, is also economically large. industries, but average out across aggregated counts of CBAs used here as the dependent variable. Finally, the corporate governance motive suggested by Rossi and Volpin (2004) matters regardless the pursued acquisition strategy in the sense that CBAs are likely to involve source countries offering relatively higher investor protection than the host country.
20 To analyze the effect of financial variables on CBAs, Di Giovanni (2005) has looked at the impact of financial market size, measured by the capitalization of the domestic stock market relative to GDP. Crucially, his specification focuses on the degree of financial deepening in the source country emphasizing 'the importance of domestic financial conditions in stimulating international investment' (p.127). However, as discussed in Section 5, our location choice approach absorbs source country-specific variables such as the size of the domestic stock market in the fixed effect αs,t. One way to relax this would be to drop fixed effects and introduce financial deepening as an additional variable in a random effects Poisson regression. The corresponding results are consistent with the picture of Table 6 . Crucially, financial deepening in the source country drives CBAs in general. However, this effect arises principally through the conglomerate part. For the sake of brevity, we do not report the detailed results, which are, however, available on request.
21 Instead of following Baker et al. (2009) and Erel et al. (2012) and calculate the mis-pricing regression of footnote 15 with country-level MtBs, it would in principle also be possible to construct aggregate MtBs from the firms involved in CBA deals. As emphasized in Erel et al. (2012 , the downside of this is that MtBs are available for publicly traded firms, which represent only a small part of the full sample. For our case, in around three quarters of the deals, detailed financial information is not available for both the acquirer and the target firm. Calculating nevertheless an aggregate MtB from the quarter of deals where we have the corresponding information and rerunning the regression of footnote 15 yields M tBt = 4.5310.01F R t+1 (R 2 =0.31) with t-values of 25.5 and 1.21, respectively. Proceeding by calculating the mis-pricing and wealth components and plugging them into the regressions of Table 6 gave rise to a positive and significant effect for M tB m (with a coefficient of around 1.5) and an insignificant effect for M tB w . Yet, the different effect across FDI strategies disappeared. Perhaps, this suggests that financial arbitrage opportunities exploited via conglomerate CBAs arise mainly via the acquisition of non-public (or non-listed) firms. The dependent variable is the number (count) of CBAs n sh,t . Estimation of the panel Poisson regression with fixed effect α st is by maximum likelihood. All explanatory variables have been transformed into deviations from their mean. Hence, the coefficient estimates represent an elasticity, that is the percentage change of n sh,t when an explanatory variable, at its average value, changes by one per cent. The 5% cut-off level is used for V to define FDI strategies. The data cover a common sample of CBAs for the 1995 to 2010 period and include observations from 18 (source and host) countries. Furthermore, #cba is the number of deals, #obs is the number of observations, and ln L the value of the log likelihood function. Block bootstrapped robust standard errors are reported in parantheses; 100 replications (blocks defined by α s,t ). * Significant at the 10% level; ** Significant at the 5% level; *** Significant at the 1% level.
Summary and Conclusion
This paper has employed a large panel encompassing a near-universal coverage of crossborder acquisitions (CBAs) relating to 31 source and 58 host countries across the 1990 to 2011 period to address the alternative forms CBAs may take. For our dataset, using detailed information on all the industrial affiliations of the acquiring and target firm, we can directly identify horizontal and vertical linkages for each CBA deal. Consistent with the priors of the literature on the MNE, we find that the number of horizontal CBAs, where target and acquiring firm operate within identical industries that are unrelated through the supply chain, tends to increase with the market size of the involved countries. Conversely, international differences in labor cost affect vertical CBAs, where the acquiring and target firms operate in different industries that are connected through the supply chain. Strategies that neither involve horizontal nor vertical motives have, by and large, been ignored in the literature or, at least, inadequately accounted for. However, we find that such conglomerate strategies are far from uncommon and, even with generous definitions for horizontal and vertical relatedness, account for more than one fifth of the CBA deals in our sample. We find such conglomerate CBAs to be strongly driven by financial arbitrage opportunities when MNEs invest in countries where firms are undervalued.
Moving beyond the conventional distinction between horizontal and vertical strategies opens, in our view, several avenues to reappraise the role of MNEs in the global economy. In particular, since the established theories of the MNE draw primarily on motives associated with the proximity concentration trade-off arising with horizontal, and factor cost savings arising with vertical strategies, research giving more prominence to financial and other nonindustrial motives might be warranted. Related to this, given that FDI is associated with potential advantages to the host country, it would be important to identify the potential benefits (if any) resulting from conglomerate strategies. Furthermore, though a substantial part of CBAs does reflect horizontal and vertical strategies, they seem to be ill-equipped to explain the marked surges in international merger activity since key variables such as market size or relative wages change only gradually. Conversely, the financial variables that can be tied with the considerable number of deals underpinned by conglomerate strategies exhibit the wave-like behavior to sustain the volatility in the international market for corporate control. Hence, they might be important to better explain the time profile of FDI. Future empirical research could try to further analyze these and other issues e.g. by exploiting detailed firm-level data that might be available for certain countries and/or sectors or studying the spillover effects of various FDI strategies. Finally, to the extent that the 'pecking order' of international financial flows rests, among other things, on the alleged more stable behavior of FDI, acknowledging that conglomerate strategies might drive a substantial part of CBAs questions, maybe, some of the alleged advantages of FDI over portfolio investment.
Country Coverage
The common sample covers the following countries. Wage data of UBS (various years) refer to the cities in parentheses: Real exchange rate (an increase is an appreciation of the source country currency). Calculated from by dividing the nominal exchange rate with with the PPP factor over GDP.
Penn World Tables.
GDP
Market size of the source and host country as measured by the real Gross Domestic Product denominated in US$ with base year 2000.
World Development Indicators (WDI) of the World Bank. INVESTMENT FREEDOM Index of freedom of investment referring to whether there is a foreign investment code that defines the country's investment laws and procedures; whether the government encourages foreign investment through fair and equitable treatment of investors; whether there are restrictions on access to foreign exchange; whether foreign firms are treated the same as domestic firms under the law whether the government imposes restrictions on payments, transfers, and capital transactions; and whether specific industries are closed to foreign investment. 
SHAREHOLDER RIGHTS
Difference in shareholder rights between the source and host country. Shareholder rights are measured by an antidirectors rights index reflecting (i) the possibility of shareholders to mail their proxy vote, (ii) whether shareholders are required to deposit their shares prior to the General Shareholders Meeting (iii) whether cumulative voting is allowed (iv) an oppressed minorities mechanism exists (5) whether the minimum stake allowing shareholders to call for an extraordinary shareholders meeting is more or less than 10%. Higher values mean more power for shareholders.
La Porta et al. (1998) 
SWP
Skilled wage premium in host host country. Wages of skilled and unskilled labor refer to the hourly salaries of, respectively, department heads and factory workers as paid in the capital city or the financial center of a country. Data are published on a tri-annual basis (1994, 1997, 2000, 2003, 2006, 2009 
Inserting (6) gives
Differentiating this with respect to α st and setting to 0 yields
Substituting this back into (9) yields the concentrated likelihood function of (7), that is ln L(β, τ ) = 
A.2 Details on classification of CBAs
This appendix clarifies the method to classify each CBA deal according to the underlying strategy (horizontal, vertical, conglomerate, or residual (complex) ). As mentioned in Section 3, the stepping stone for this classification is the industrial affiliation reported in SDC Platinum by the acquiring firm and target firm in terms of SIC codes denoted by, respectively, 
A.3 Robustness Checks mentioned in the Paper 455 Notes: The dependent variable is the number (count) of CBAs n sh,t . Estimation of the panel Poisson regression with fixed effect α s,t is by maximum likelihood. All explanatory variables have been transformed into deviations from their mean. Hence, the coefficient estimates represent an elasticity, that is the percentage change of n sh,t when an explanatory variable, at its average value, changes by one per cent. The data cover a common sample of CBAs for the 1995 to 2010 period and include observations from 31 source and 58 host countries. Furthermore, #cba is the number of deals, #obs is the number of observations, and ln L the value of the log likelihood function. Bootstrapped standard errors (clustered by α st ) are reported in parantheses. * Significant at the 10% level; ** Significant at the 5% level; *** Significant at the 1% level. (SIC 2000-3999) . Estimation of the panel Poisson regression with fixed effect α s,t is by maximum likelihood. All explanatory variables have been transformed into deviations from their mean. Hence, the coefficient estimates represent an elasticity, that is the percentage change of n sh,t when an explanatory variable, at its average value, changes by one per cent. The 5% cut-off level is used for V to define FDI strategies. The data cover a common sample of CBAs for the 1995 to 2010. Furthermore, #cba is the number of deals, #obs is the number of observations, and ln L the value of the log likelihood function. Bootstrapped standard errors (clustered by α st ) are reported in parantheses. * Significant at the 10% level; ** Significant at the 5% level; *** Significant at the 1% level. -20,174 -7,714 -9,980 -6,355 Notes: The dependent variable is the number (count) of CBAs n sh,t within the manufacturing sector (SIC 2000-3999) . Estimation of the panel Poisson regression with fixed effect α s,t is by maximum likelihood. All explanatory variables have been transformed into deviations from their mean. Hence, the coefficient estimates represent an elasticity, that is the percentage change of n sh,t when an explanatory variable, at its average value, changes by one per cent. The 5% cut-off level is used for V to define FDI strategies. The data cover a common sample of CBAs for the 1995 to 2010. Furthermore, #cba is the number of deals, #obs is the number of observations, and ln L the value of the log likelihood function. Bootstrapped standard errors (clustered by α st ) are reported in parantheses. * Significant at the 10% level; ** Significant at the 5% level; *** Significant at the 1% level. ** Significant at the 5% level; *** Significant at the 1% level. The dependent variable is the number (count) of CBAs n sh,t . Estimation of the panel Poisson regression with fixed effect α s,t is by maximum likelihood. All explanatory variables have been transformed into deviations from their mean. Hence, the coefficient estimates represent an elasticity, that is the percentage change of n sh,t when an explanatory variable, at its average value, changes by one per cent. The 5% cut-off level is used for V to define FDI strategies. The data cover a common sample of CBAs for the 1995 to 2010 period and include observations from 31 source and 58 host countries. Furthermore, #cba is the number of deals, #obs is the number of observations, and ln L the value of the log likelihood function. Block bootstrapped robust standard errors are reported in parantheses; 100 replications (blocks defined by α st ). * Significant at the 10% level; ** Significant at the 5% level; *** Significant at the 1% level. The dependent variable is the number (count) of CBAs n sh,t . Estimation of the panel Poisson regression with random effect α st is by maximum likelihood. All explanatory variables have been transformed into deviations from their mean. Hence, the coefficient estimates represent an elasticity, that is the percentage change of n sh,t when an explanatory variable, at its average value, changes by one per cent. The 5% cut-off level is used for V to define FDI strategies. The data cover a common sample of CBAs for the 1995 to 2010 period and include observations from 18 (source and host) countries. Furthermore, #cba is the number of deals, #obs is the number of observations, and ln L the value of the log likelihood function. Block bootstrapped robust standard errors are reported in parantheses; 100 replications (blocks defined by α s,t ). * Significant at the 10% level; ** Significant at the 5% level; *** Significant at the 1% level. The dependent variable is the number (count) of CBAs n sh,t within the manufacturing sector (SIC 2000-3999) . Estimation of the panel Poisson regression with fixed effect α s,t is by maximum likelihood. All explanatory variables have been transformed into deviations from their mean. Hence, the coefficient estimates represent an elasticity, that is the percentage change of n sh,t when an explanatory variable, at its average value, changes by one per cent. The 5% cut-off level is used for V to define FDI strategies. The data cover a common sample of CBAs for the 1995 to 2010. Furthermore, #cba is the number of deals, #obs is the number of observations, and ln L the value of the log likelihood function. Bootstrapped standard errors (clustered by α st ) are reported in parantheses. * Significant at the 10% level; ** Significant at the 5% level; *** Significant at the 1% level. Poisson regression with fixed effect α s,t is by maximum likelihood. All explanatory variables have been transformed into deviations from their mean. Hence, the coefficient estimates represent an elasticity, that is the percentage change of n sh,t when an explanatory variable, at its average value, changes by one per cent. The 5% cut-off level is used for V to define FDI strategies. The data cover a common sample of CBAs for the 1995 to 2010 period and include observations from 31 source and 58 host countries. Furthermore, #cba is the number of deals, #obs is the number of observations, and ln L the value of the log likelihood function. Block bootstrapped robust standard errors are reported in parantheses; 100 replications (blocks defined by α st ). * Significant at the 10% level; ** Significant at the 5% level; *** Significant at the 1% level. -37,308 -17,729 -20,517 -23 ,091 Notes: The dependent variable is the number (count) of CBAs n sh,t . Estimation of the panel Negative Binomial regression with fixed effect α s,t is by maximum likelihood. All explanatory variables have been transformed into deviations from their mean. Hence, the coefficient estimates represent an elasticity, that is the percentage change of n sh,t when an explanatory variable, at its average value, changes by one per cent. The 5% cut-off level is used for V to define FDI strategies. The data cover a common sample of CBAs for the 1995 to 2010 period and include observations from 31 source and 58 host countries. Furthermore, #cba is the number of deals, #obs is the number of observations, and ln L the value of the log likelihood function. Block bootstrapped robust standard errors are reported in parantheses; 100 replications (blocks defined by α st ). * Significant at the 10% level; ** Significant at the 5% level; *** Significant at the 1% level.
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